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BEFORE THE STATE BOARD OF EQUALI ZATI ON
OF THE STATE OF CALI FORNI A

In the Matter of the Appeals of

LEIGHT SALES CO., INC and
G 1,. COVPANY, |INC

[N S

Appear ances:

For Appel |l ant: Arthur C. Geen
Certified Public Accountant

For Respondent: . Kendall E. Kinyon
Counsel

OPINI_ON

These appeals are made pursuant to section
26075, subdivision (a), of the Revenue and Taxation Code
fromthe action of the Franchise Tax Board in denying
the'claims of Leight Sales Co., Inc. and G L. Conpany,
Inc. for refund of franchise tax in the anounts of
$4,298 and $1, 751, respectively, for the incone year
ended June 30, 1972.
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_ ~ These appeal s have been consolidated for
di sposition because of appellants' common ownership and
the presence of substantially identical facts and
i ssues.

On their franchise tax returns for the ‘income
years ended June 30, 1972, 1973, 1974, and 1975, appel-
| ants deducted additions to their reserves for bad debts
to increase the reserves to approximately .7 percent of
sal es on account. Apparently in late 1975, bad debt
| osses increased significantly, and appellants deter-
mned that their bad debt reserves were inadequate.
Appel  ants subsequently filed anended California returns
for each of the aforenentioned years, claimng addition-
al deductions for additions to their bad debt reserves
consistent with a retroactive increase in those reserves
equal to at least 2.8 percent of sales; appellants
gpparently filed anended federal returns on the, sane

asi s.

Upon audit, appellants furnished respondent
with copies of final federal audit changes covering the
referenced incone years. The federal authorities had
deni ed appellants' refund clainms for the fiscal year
ended June 30, 1972 because the statute of [imtations
had expired. Mreover, while nmaking partial refunds for
the remai ning years based upon various adjustment:;, the
federal authorities rejected appellants' claimthat they
were entitled to retroactively increase their bad debt
reserves. Based upon the federal audit changes, respon-
dent withdrew its proposed assessnments for the incone
years ended June 30, 1973, 1974, and 1975 and granted
refunds consistent with those audit changes. However,
because appellants' claims for refund for the incone
year under appeal were based solely upon a clained
retroactive 1ncrease in their bad debt reserves, respon-
dent denied those clains, thereby resulting in this
appeal .

The sol k question for determnation is whether
appellants may retroactively increase their reserves for
bad debts.

Section 24348, subdivision (a), of the Revenue
and Taxation Code allows a taxpayer to reflect its bad
debts deduction by either of two nutually exclusive
met hods: (i) by the deduction of debts which becone
worthless within the income year; or (ii) in the dis-
cretion of respondent, by a reasonable addition to a
reserve for bad debts; |f the taxpayer elects the
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reserve method, the estimate of the bad debt reserve
required for any year nust be nmeasured by conditions as
t hey reasonably appear at the tine the estinate is nade.
Where the taxpayer has charged the annual addition to
its reserve for bad debts, and deducted that anount, it
may not, in a subsequent year, retroactively deduct an
addi ti onal anount reflecting an increase in its reserve.
(See, e.g., Appeal of H Il bprive Rental Co., Inc., Cal.
St. Bd. of Equal., Jan. 16, 1973; see also Cal - Adnin.
Code, tit. 18, reg. 24348(g), subd.(2)(B).) Appellants
have cited no authority, nor are we aware of any, to
syppogt a different interpretation cf the relevant

stat ute.

For the reasons set forth above, we nust
concl ude that respondent proparly det ermi ned t hat
appel lants were not entitled to retroactively deduct
addi tional amunts reflecting increases in their bad
debt reserves. Respondent's action in this matter will
therefore be sustained.
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Pursuant to the views expressed in the opinion
of the board on file in this proceeding, and good cause
appearing therefor,

| T | S HEREBY ORDERED, ADJUDGED AND DECREED,
pursuant to section 26077 of the Revenue and Taxation
Code, that the action of the Franchise Tax Board in
denylng the clains of Leight Sales Co., Inc. and G L.
Conpany, Inc. for refund of franchise tax in the amounts
of $4,298 and $1, 751, respectively, for the income year
ended June 30, 1972, be and the same is her eby
sust ai ned.

Done at Sacramento, California, this 29th day
of June , 1982, by the State Board of Equalizati on,
with Board Members M. Bennett, M. Dronenburg and
M. Nevins present.

___Wlliam M. Bennett Chai r man
___ Ernest J. Dronenburg, Jr. ., Memder
__Richard Nevins —~~_, Menber
it % e ma e m s mm mein vm = e rm it e e b | anber
, Menmber




